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meanings ascribed to them in those 
definitions unless paragraph (b) of this 
subsection requires otherwise. 

(1) Intangible capital asset means an 
asset that has no physical substance, 
has more than minimal value, and is 
expected to be held by an enterprise for 
continued use or possession beyond the 
current accounting period for the bene-
fits it yields. 

(2) Tangible capital asset means an 
asset that has physical substance, 
more than minimal value, and is ex-
pected to be held by an enterprise for 
continued use of possession beyond the 
current accounting period for the serv-
ices it yields. 

(b) The following modifications of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

9904.417–40 Fundamental require-
ment. 

The cost of money applicable to the 
investment in tangible and intangible 
capital assets being constructed, fab-
ricated, or developed for a contractor’s 
own use shall be included in the cap-
italized acquisition cost of such assets. 

9904.417–50 Techniques for applica-
tion. 

(a) The cost of money for an asset 
shall be calculated as follows: 

(1) The cost of money rate used shall 
be based on interest rates determined 
by the Secretary of the Treasury pur-
suant to Public Law 92–41 (85 stat. 97). 

(2) A representative investment 
amount shall be determined each cost 
accounting period for each capital 
asset being constructed, fabricated, or 
developed giving appropriate consider-
ation to the rate at which costs of con-
struction are incurred. 

(3) Other methods for calculating the 
cost of money to be capitalized, such as 
the method used for financial account-
ing and reporting, may be used, pro-
vided the resulting amount does not 
differ materially from the amount cal-
culated by use of paragraphs (a) (1) and 
(2) of this subsection. 

(b) If substantially all the activities 
necessary to get the asset ready for its 
intended use are discontinued, cost of 
money shall not be capitalized for the 
period of discontinuance. However, if 

such discontinuance arises out of 
causes beyond the control and without 
the fault or negligence of the con-
tractor, cessation of cost of money cap-
italization is not required. 

9904.417–60 Illustrations. 

(a) A contractor decided to build a 
major addition to this plant using both 
his own labor and outside subcontrac-
tors. It took 13 months to complete the 
building. The first 10 months of the 
construction period were in one cost 
accounting period. At the end of the 
cost accounting period the total 
charges, including cost of money com-
puted in accordance with 9904.414, accu-
mulated in the construction-in- 
progress account for this project 
amounted to $750,000. However, most of 
these construction costs were incurred 
towards the end of the cost accounting 
period. In developing a method for de-
termining a representative investment 
amount, appropriate consideration 
must be given to the rate at which 
costs have been incurred in accordance 
with 9904.417–50(a)(2). Therefore, the 
contractor averaged the 10 month-end 
balances and determined that the aver-
age investment in the project was 
$245,000. Two cost of money rates were 
in effect during the 10-month period; 
their time-weighted average was deter-
mined to be 8.6 percent. Application of 
the 8.6 percent rate for ten-twelfths of 
a year to the representative balance of 
$245,000 resulted in the determination 
that $17,558 should be added to the con-
struction-in-progress account in rec-
ognition of the cost of money related 
to this project in its first cost account-
ing period. The project was completed 
with the addition of $750,000 of addi-
tional costs during the first 3 months 
of the subsequent cost accounting pe-
riod. The contractor considered the 3 
month-end balances (which included 
the $17,558 capitalized cost of money 
described in the preceding paragraph) 
and determined that the representative 
balance was $1,234,000. The cost of 
money rate in effect during this 3- 
month period was 7.75 percent. Apply-
ing the rate of 7.75 percent for one- 
fourth of a year to the balance of 
$1,234,000 resulted in a determination 
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